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Europe’s Progress: Due to 


Common Market? 


By Alexander Lamfalussy 


T has now become quite fashionable to argue that the 
I establishment of the European Economic Community 
(E.E.C.) has already had a stimulating effect on the rate 
of growth of the six member countries, and that the widening 
p between the economic performance of the Six and that of 
the United Kingdom may have something to do with the fact 
that the latter has as yet remained outside the E.E.C. The 
purpose of this article is to discuss the validity of the statistical 
evidence which may be put forward in support of, or against, 
this argument. 

To sum up the conclusion in advance, my own impression 
is that the weight of the evidence goes against the argument. 
There seem to be no obvious figures which would point to a 
causal relationship between the establishment of the Common 
Market and the rapid growth of its members. It seems, in fact, 
quite possible to argue the other way round and to suggest that 
it is the “inherently” high rate of growth of Continental 
Europe which stimula trade between members of the 
E.E.C. and made it possible to set up the Common Market, 
not vice versa. 

We should, of course, bear in mind the rules of this kind 
of statistical game and resist the temptation to draw too 
many conclusions. First, we have to rely here on very general 
statistics; it is quite possible that the study of individual 
products or markets would reveal a different story. Second, 
one can never prove anything with statistics, for the reason 
that we cannot actually observe alternative courses of events. 
In this instance it means that we can only make assumptions 
about what would have happened without the Common 
Market, while it is possible to observe what has actually 
happened since the E.E.C. treaty was signed. Last, but not 
least, my concern here is exclusively with statistical evidence; 
and there can be a lot of important events which have not yet 


‘The author is Economic Adviser to the Banque de Bruxelles and for the academic year 
1961-62 is Visiting Lecturer in Economics at Yale University. 
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received confirmation in the growing flow of statistical 
material published by various European agencies. 

This latter restriction creates an awkward problem: for 
one knows from first-hand experience that important changes 
are occurring in E.E.C. industries (in the form of joint ven- 
tures, agreements on product specialization, and so on), all of 
which tend to bring the actual size of production units nearer 
to the optimum and to speed up technological progress; yet 
one is unable to produce any figures which would as yet 
portray the effects of such developments. The result—as is 
usual in conflicts of this kind—is a good deal of scepticism, 
= may be considered healthy by some and deplorable by 
others. 

These are important limitations to bear in mind when it 
comes to drawing conclusions; but the record since the signing 
of the Rome Treaty is well worth examination and raises 
many interesting questions. 


PRODUCTION AND FOREIGN TRADE SINCE 1958 

Let us begin by outlining, as fairly as possible, what seems 
to be the commonest argument put forward by those who 
believe that the E.E.C. has already had a marked impact on 
the pace of economic growth. The statistical background is 
summed up in Table I. 

Between 1958 and the first three months of 1961 
industrial growth has undoubtedly been much faster in the 
E.E.C. than in the E.F.T.A. as a whole or in the United 
Kingdom taken individually. The gap appeared in 1960, and 
widened further in 1961. Total exports by the Six have 





1 The first tariff cuts and quota increases within the Common Market took place on 
January Ist, 1959. 


TABLE I—Industrial growth and foreign trade: 1958-61 (1958 = 100) 

















1959 1960 1961 
INDICES OF INDUSTRIAL PRODUCTION: 
E.E.C. 106 119 126 
E.F.T.A. 107 113 115 
United Kingdom 107 114 114 
MERCHANDISE Exports :? 
EEC: Total exports 111 130 139 
Intra E.E.C. trade 119 147 163 
E.F.T.A.: Total exports 105 113 120 
Intra E.F.T.A. trade 107 123 128 
U.K.: Total exports 103 110 115 
Exports to E.F.T.A. 108 120 129 





Notes: + First quarter, seasonally adjusted, except for intra-area trade. * At current prices. 
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also been growing much faster than those by the Seven. 
Between 1958 and the first quarter of 1961 the increase was 
39 per cent. for the E.E.C., 20 per cent. for the E.F.T.A. and 
only 15 per cent. for the United Kingdom. Now, exports can 
safely be regarded in the case of all European countries as 
the decisive factor in encouraging expansion. For one thing, 
a satisfactory rise in export receipts improves the external 
balance of the country and enables the government to let 
home demand expand freely. On the other hand, exports 
usually represent a sizeable share of total demand and there- 
fore exert a direct influence on home investment and on the 
level of activity of home industry. 

It is through this second channel that the spectacular 
increase in trade within the E.E.C.—63 per cent. between 1958 
and the first quarter of 1961—may have played an important 
part in stimulating over-all expansion. For the Six, trade 
within the area amounts to about one-third of total exports; 
and this third has been growing since 1958 at a yearly rate 
of almost 20 per cent. On the other hand, trade between the 
members of the Seven represents no more than one-sixth of 
their total exports; and even this small part grew at a yearly 
rate of less than 10 per cent. The “pull’’ effect of “‘intra-area”’ 
trade has thus been much more powerful for the Common 
Market countries. 

This, of course, is not the whole of the story. The more 
sophisticated advocates of the argument are quite prepared 
to face two objections which are likely to be raised, even if 
the statistical evidence is accepted as a valid starting 
point for discussion. 

The first of these Industriol_Production 
objections consists in 953= 100 
pointing out that the - 
two 10 per cent. tariff | x, 
cuts (on January Ist, 
1959, and on July Ist, 2 
1960) and the limited 
increases in import 
quotas could hardly 
have produced sizeable 
changes in the trade 
flows as early as 1959 
and 1960. This is 
especially doubtful as 
(1) in some cases the us % 3 
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tariff reductions have been offset by an increase in compensa- 
tory taxes, (2) some of the tariff cuts and quota increases have 
also been applied to imports coming from third counrries, 
and (3) the reductions were calculated by reference to the 
tariff level of January Ist, 1957, while in the case of Germany, 
in particular, some tariff cuts had already taken place in the 
course of 1957. 

The answer given to this objection is that the expansion 
in intra-E.E.C. trade may have occurred as a result of advance 
planning. It does not seem unreasonable to assume that 
exporters would try to gain a foothold primarily in those 
markets where protective barriers are shortly to be removed. 
It may have seemed, for instance, more rewarding for a 
German motorcar manufacturer to invade the French market 
than to increase his sales in Britain. The reason is that it pays 
to get in first into a market which is to be opened gradually, 
even if the initial rise in sales is not profitable. This is likely to 
happen if the German manufacturer thinks of long-term 
profits and if he believes that the dismantling of trade barriers 
within the Common Market will proceed according to 
schedule. Both these views are in fact widely held. 

The second objection runs on more theoretical lines. A 
somewhat arbitrary simplification of the main arguments of 
economic theory suggests that an increase in trade between the 
Six may have led to increased production only if one or more 
of the following conditions has or have been satisfied: 

(a) There has been a growing specialization of each 
country in those lines of production in which it has a 
comparative advantage over other countries. This has 
led to the disappearance of inefficient producers, has 
enabled the efficient ones to become even more efficient 
by reaching an optimum size, and has therefore led to a 
better allocation of resources and to a rise in production 
per head. 

(b) The actual or expected pressure of foreign com- 
petition has forced individual producers to rationalize 
and to invest, and thus to increase productivity by more 
than they would have done within the protected home 
markets. The result of this is not so much a better alloca- 
tion of resources as their increase; but the final outcome 
is, anyway, an increase in productivity. 

(c) If the member countries were not fully employed 
when the first steps were taken towards the establishment 
of the Common Market, the increase in capital outlay as 
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suggested in point (6b) may have led to an increase in 

effective demand and therefore to a more complete 

utilization of resources. 

To begin with (c), it can be easily argued that the Six 
were not fully employed in 1958. True, the European “pause”’ 
did not result in any substantial increase in unemployment; 
but the marked decline in the rate of growth in 1957-58 un- 
doubtedly created excess capacity in most Continental 
countries. It was quite obvious, by the end of 1958, that output 
and productivity could be raised through a more complete and 
intensive utilization of labour and machinery. It can also be 
argued that the rise in fixed capital formation in 1959 and in 
1960 played the réle of a powerful driving force in accelerating 
economic expansion. Between 1958 and 1960, the gross 
national product of the E.E.C. member countries increased 
by $17,200 millions in terms of 1954 prices. Gross domestic 
fixed capital formation alone rose. by $5,300 millions. As a 
result, the share of fixed investment in the gross national 
product went up from 20-1 to 21-1 per cent. 

It would, of course, be impossible to prove statistically 
whether anything of the kind suggested under headings (a) and 
(b) has, or has not, taken place in the Common Market 
countries. One may, however, draw attention to the fact that 
labour productivity has been rising much faster in the E.E.C. 
taken as a whole than in the United Kingdom. A rough com- 
parison of output and employment indices suggests that the 
productivity of labour may have risen between 1958 and the 
early months of 1961 by about 24 to 25 per cent. in Germany, 
France and the Netherlands, by 21 per cent. in Italy and by 
16 per cent. in Belgium, compared with only 10 per cent. in the 
United Kingdom. The difference is the more striking as it 
appeared basically in 1960 and 1961. True, nobody would 
pretend that there has been a noticeable increase in the death- 
rate of inefficient firms; but then one would hardly expect such 
an increase to occur in the midst of a powerful boom. The lack 
of an increased mortality does not rule out the possibility that 
there has already been a shift of output from inefficient to 
more efficient producers; but such a shift will become apparent 
only when demand becomes less excessive. 


THE ARGUMENT REVERSED 


My doubts about the validity of the foregoing argument 
arise not so much out of any a priori reasoning, or because of 
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the impossibility of “proving” any of the three points men- 
tioned above. They stem from the feeling that the starting 
point for the whole train of argument is badly chosen. It is 
obviously not sufficient to look simply at what has happened 
since 1958. There would be a presumption that the Common 
Market was an important operative cause of the expansion 
during that period only if this indicated a marked improvement 
on previous performance. And we should expect, too, that any 
such increased momentum would be general, if perhaps varying 
in degree, to all the countries participating in the Common 
Market. Yet in fact, if we take a longer perspective and 
examine the course of events since 1950, or at any rate 1953, 
we can find little evidence that this has been the case. 

To consider first the comparison between E.E.C. as a 
group and E.F.T.A. as a group, it is apparent that the diver- 
gence of trends over the period 1958 to 1961 (as shown in 
Table I) was already apparent during the preceding five years. 
In other words, if an economist from another planet looked 
exclusively at the most significant over-all statistical time 
series, without knowing anything about the E.E.C., the 
E.F.T.A. and the rest, he would hardly be able to detect a kink 
around 1958-59 which would induce him to ask questions 
about possible changes in the institutional framework of 
European trade. 
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Take for instance Chart I, showing the trend of gross 
national products in the E.E.C., the E.F.T.A. and the United 
Kingdom between 1950 and 1960. It shows very clearly that 
the more rapid development of the Common Market countries 
is not the product of the last two years. In fact there has not 
been a single year during the "fifties when the United Kingdom 
recorded a faster growth rate than the E.E.C. Examining the 
trends in greater detail, the impression given is that the reason 
for Britain’s slower rate of progress is connected with the two 
periods from 1950 to 1952 and from 1955 to 1958, rather than 
with the most recent years. This alone suggests that anyone 
interested in finding out what retarded the growth of the 
British economy should begin by asking questions about those 
two critical periods. 

There seems to be no recent change, either, in the pace of 
the E.E.C.’s development looked at independently from any 
comparison with other areas. It does not require the use of 
refined statistical tools to discover that the trend line which 
best fits the Common Market figures comes very near to a 
straight line; and since the chart is drawn on a logarithmic 
scale, this means a steady percentage rate of growth. True, 
there have been years with a higher-than-average perfor- 
mance: 1951, 1954, 1955, 1960. Others displayed a lower-than- 
average rate of growth: 1952 and 1958. On the whole, these 
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deviations seem to fit in with traditional but very mild trade 
cycles; and if this assumption is adopted, the acceleration of 
the E.E.C. countries’ expansion in 1959-60 may be regarded 
as a normal cyclical upswing comparable to the one that took 
place in 1954-55. 

Much the same impression is obtained if we look not at 
the record of the two groups as a whole but at the performance 
of individual countries. The diagrams on page 7 show that 
between 1953 and 1960 industrial production in Germany and 
Italy rose by 80 per cent. or more; but the rate of growth was 
about as fast in the earlier as in the later years of the period. 
By contrast, industrial production in Belgium rose on balance 
by no more than 27 per cent.—and the greater part of this 
increase was achieved in the years before 1956. 

Within E.F.T.A., on the other hand, Austria achieved an 
increase in industrial production over these years of nearly 
70 per cent.: not quite so spectacular an upsurge as that of 
Germany and Italy, but slightly greater than that of France. 
At the other end of the scale, the expansion in the U.K. was 
no more than 30 per cent. Even so, this was a little more than 
the Belgian increase. The pattern for the two countries is in 
fact remarkably similar: a reasonable rate of growth up to 
1955, then some years of marking time (or in the Belgian case 
an actual decline), followed by renewed expansion after 1958. 

The Belgian example shows that membership of the 
Common Market does not automatically ensure exceptionally 
rapid growth. On the other hand, it may well be that the 
Belgian record would have been even less impressive without 
the Common Market. Incidentally, it is worth remembering 
that the U.K. is by far the largest member of E.F.T.A. 
(accounting for about three-quarters of that group’s total 
industrial production), whereas Belgium is one of the smaller 
units of E.E.C. Hence the similarity of their performance is 
bound to be reflected, statistically, in a poorer showing for 
E.F.T.A. taken as a group than for E.E.C. taken as a group. 


* * * 


Let us now turn our attention to the external trade of the 
two groups, as set out in Chart II, which shows the develop- 
ment of trade within the E.E.C., and of trade between the 
E.E.C. and the E.F.T.A., for the period 1953 to 1960. 

It may be useful to say a few words about the reasons for 
selecting precisely these three sets of figures. The main reason 
is that, if the Common Market had already had an impact on 
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the trade flows, one would expect to find this impact reflected 
mainly in a more rapid growth of trade between the members 
of E.E.C. than of trade between that group and E.F.T.A. 
Trade between Western European countries is composed 
mainly of industrial products; and although it would be a 
gross oversimplification to suggest that we can disregard the 
commodity composition of imports and exports, it seems 
reasonable to assume that there are numerous possibilities of 
substitution and hence great scope for trade diversion. There 
would be similar possibilities of substitution in trade between 
the Six and the United States. It seems wiser, however, not to 
attempt such a comparison, since the trade flows between 
Western Europe and North America were so greatly disturbed 
by the Suez crisis in 1956-57, and by the expansion of Euro- 
pean automobile exports to the United States, that it is difficult 
to make valid generalizations about trends. Development 
within Western Europe, as shown in Chart II, has been more 
even and much less disturbed by chance occurrences. 

As regards intra-E.E.C. trade, the figures shown on 
Chart II exclude both intra-Benelux trade (which had become 
almost completely free at the beginning of the ’fifties) and trade 
in the products covered by the European Coal and Steel Com- 
munity, which became free (with minor exceptions) in 1953. 
This precludes the objection that the rapid increase in intra- 
E.E.C. trade before 1958 may have owed something to the 
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expanding merchandise flow between Belgium and the Nether- 
lands and to the well-known stimulating effect of the E.C.S.C. 
treaty, which brought about a marked growth in the exchange 
of steel products, especially between 1952 and 1955. 

Chart II goes a long way to confirm the story told by 
Chart I. It shows clearly that the slower development of 
E.E.C. imports from the E.F.T.A. (compared with the expan- 
sion of trade between the E.E.C. countries themselves) did not 
begin in 1958. It had started in fact as early as 1954 and had 
become quite obvious in 1957-58. Between 1953 and 1958, 
trade between the member countries of the E.E.C. had already 
increased by 80 per cent., while imports from the E.F.T.A. 
had risen by only 44 per cent., or about half as rapidly. It is 
striking to see that between 1958 and 1960 intra-E.E.C. trade 
increased by 51 per cent., while imports from the E.F.T.A rose 
by 25 per cent : i.e., again about half as fast.? 

It is also worth considering the development of intra- 
E.E.C. trade by itself. The 51 per cent. growth that occurred 
between 1958 and 1960 is no doubt spectacular; but it so 
happens that there had already been another two-year period 
—from 1954 to 1956—which registered a 44 per cent. rise, only 
a little less than that between 1958 and 1960. Since the period 
from 1954 to 1956 correspond; to the upward phase of the 
previous trade cycle in Continental Europe, it seems as likely 
as not that the rapid growth of trade between the E.E.C. 
countries in 1959 and 1960 was brought about by the normal 
cyclical upswing, rather than vice versa. 

The plausibility of this way of thinking is enhanced if we 
look at the way the cyclical recovery took place in Europe as a 
whole. Fixed capital expenditure rose in the E.E.C. countries 
from $29,900 millions in 1958 to $35,200 millions in 1960, 





1 Looking at the same facts from a different viewpoint, the table below shows imports 
(excluding coal and iron products and intra-Benelux trade) drawn from other E.E.C. 
countries as a proportion of total imports from E.E.C., E.F.T.A. and North America. 
For E.E.C. as a whole, the proportion rose from 36 to 40 per cent. in the five years to 1958 
and further rose to 44 cent. in the succeeding two years; there were, however, striking 
differences in the trends for individual members: 


IMPORTS FROM OTHER E.E.C. COUNTRIES AS A PERCENTAGE oO ena IMPORTS 
FROM THE E.E.C., THE E.F.T.A. AND NORTH AM 
(excluding trade in E.C.S.C. products) 








| 1953 1958 1960 
IMPORTING COUNTRIES: Y - % 
Germany % % 41 
France 33 42 48 


Italy 31 33 42 
Benelux 44 50 54 
E.E.C, total 36 40 
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i.e. by 18 per cent. But there was also an increase in capital 
outlay in other O.E.E.C. countries, from $16,800 to $19,700 
millions: i.e. by a little more than 17 per cent. There is no 
prima facie evidence suggesting that the 1959-61 investment 
boom in Europe should be attributed to the stimulating 
influence of the Common Market, unless we are prepared to 
argue that the British, Swedish or Austrian investment booms 
are the result of a reflex of self-defence. But this does not sound 
very plausible. 

By analogy with the trade cycle argument, it would even 
be possible to turn completely upside down the reasoning set 
out in the preceding section. We could assume that, for a 
variety of reasons, the member countries of the Common 
Market have had a high “‘autonomous” propensity to grow. 
Germany, for instance, may have had large labour reserves, 
relatively low wages and only little military expenditure to 
carry; Italy and the Netherlands may have grown under the 
pressure of a rapidly expanding population and rather low 
wages; and so forth. Demography, wage levels, politics, a 
wider scope for industrialization—all these may have acted as 
stimuli to rapid growth. Once this growth started, it became 
quite normal for the countries concerned to increase their 
imports from each other. And, the argument would continue, 
it is this “natural” tendency towards increased integration, 
coupled with a strong belief in further growth, that has made 
it possible to establish the Common Market, and to make the 
first tariff cuts and quota increases a more or less painless 
process. The primum mobile thus would be “autonomous” 
growth rather than the 
move towards a Com- 
mon Market. 

The main problem 
raised by this approach 
is to find out what the 
“natural” tendency to- 
wards greater integration 
may mean. The difficulty 
appears clearly in con- 
nection with the slower 
development of E.E.C. 
imports from the 
E.F.T.A. countries. If 
growth calls for greater 
imports, why should the 
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E.E.C. countries have increased their imports from the 
E.F.T.A. less rapidly than from each other long before 1958? 
Geography might perhaps provide part of the answer, although 
this would hardly fit in with the fact that E.E.C. exports to 
the E.F.T.A. have expanded more vigorously than E.E.C. 
purchases from the E.F.T.A. group. Nor does it appear that 
the reason should be sought in the commodity composition 
of E.F.T.A. exports. It would rather seem that something went 
wrong with the competitive position of the E.F.T.A. countries 
as a whole, or of the United Kingdom taken individually. 

Now this is, of course, a highly debatable assumption. 
“Competitive position” is not a very precise phrase, and if we 
define it more precisely (by reference, for example, to the level 
of labour costs per unit of output, or the level of export prices), 
we find it extremely difficult to measure. It seems nevertheless 
fairly certain that the United Kingdom’s competitive position 
(relatively to the E.E.C.) worsened between 1953 and 1959, at 
least if we mean by this that British labour costs per unit of 
output or British export prices have risen more rapidly than 
those of the E.E.C. as a whole. Worsening does not neces- 
sarily mean that the absolute /evel of the significant British 
prices became too high somewhere between 1953 and 1959; 
for no one really knows whether they had not been too low 
in 1953. The worsening has, however, been quite substantial in 
relation to France, Italy and Germany, i.e. to the three main 
Common Market countries; so that these three countries may 
by 1959 have achieved a competitive advantage over Great 
Britain. 

If this were so, the pieces of the puzzle would fall into a 
nice pattern. We could say that, for reasons proper to each of 
its member countries, the E.E.C. achieved both a faster 
economic growth and an improvement in its competitive 
position relatively to the main E.F.T.A. country, the United 
Kingdom. The faster growth brought about a rapid increase in 
imports, and these came naturally from those countries which 
were able to supply them more cheaply, i.e. from other member 
countries. The improvement of the E.E.C.’s competitive posi- 
tion vis-a-vis the United Kingdom resulted in a rapid expansion 
of the Common Market’s exports to the E.F.T.A., in spite of 
the relatively slow expansion of this latter area. The improve- 
ment of the E.E.C.’s balance of trade with the E.F.T.A.,* 





1 Sir Donald MacDougall, The Dollar Problem: A Reappraisal, Essays in International 
Finance, Princeton, November, 1960, pp. 17-20. 

2E.B.C. exports to the E.F.T. A. exceeded imports by $400 millions in 1953. The 
surplus reached $1,400 millions in 1958 and $2,000 millions in 1960. 
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and the rapid growth of trade between the member countries, 
made the establishment of the Common Market attractive and 
an easy success. 

There can be little doubt that the favourable external 
position of the E.E.C. area as a whole had been an important 
factor in encouraging the Six to join forces and to establish an 
economic union. The combined current external balance of the 
E.E.C. countries has shown a surplus every single year since 
1951. In periods of full (or over-full) employment, such as 
1956-57 and 1960, the surplus fell below the average; but the 
balance has never run into the red since 1951, not even during 
the Suez crisis. 


TABLE IJ—External balance on current account of the E.E.C. 
In U.S. $’000 millions at 1954 prices and 1954 exchange rates. 





1950 1951 1952 1953 1954 1955 





Exports of goods and services 15-5 18-3 -| 19-0 21-0 24:3 27:2 
Imports of goods and services 16-0 17-0 18-2 19-9 22-7 25-3 


Surplus (+) or deficit (—) —0O-5 | +1°3 | +0°8 | +1°1 +1°6 | +1°9 
1956 1957 1958 1959 1960 











Exports of goods and services 28-9 32°1 33-5 37-4 42-4 
Imports of goods and services 28-7 31-3 31-7 35-0 41-2 


Surplus (+-) or deficit (—) +0:2 | +0°8 | +1°8 +2°4 | +1:°2 





























The fact that there 
has been a steady ex- 
ternal surplus does not, 
of course, by itself prove 
that the E.E.C. countries 
as a whole have enjoyed 
a continuingcompetitive 
advantage over other 
industrial areas. Any 
country can have a sur- 
plus on current account, 
provided it is prepared 
to keep a sufficiently 
tight rein over internal 
demand; but for high- 
cost countries, or for 
countries with an un- 
favourable commodity 
composition of exports, 























14 





an external surplus 
could be achieved aay r <p 
at the cost of some 
degree ofunemployment. 
Now, the striking thing 
is that (except for some | yoo- 
cyclical fluctuations) un- ht. 
employment has been 
strongly declining within | yoo 4 No) 
the Six. France and the ¢ nUSA. 
Netherlands never had ,cocecceccce 
very much; but Ger- || = 
ray he unemployment " ral 
ell from an average of - Pn ae 
1-4 millions in 1950-52 |°°4;——$ 8 
to 230,000 in 1960, that 
of Italy from 1-8 to 1-5 millions, and that of Belgium from 
167,000 to 110,000. In spite of a severe labour shortage in 
1960, the E.E.C. countries proved able to earn in that year a 
current external surplus of $1,200 millions.’ This strongly 
suggests that in one way or another the E.E.C. has been 
enjoying a competitive advantage vis-d-vis the rest of the 
industrial world as a whole. But unemployment had already 
begun to decline in Germany and Belgium around 1954-55, 
without any corresponding deterioration in the current 
balances of these two countries. Once again, therefore, there 
is no conclusive evidence that the establishment of the Com- 
mon Market had anything to do with this favourable position. 
On the contrary, the case of France confirms our earlier 
suspicion that it is much more fruitful to think the other way 
round. In 1956 and 1957 France ran into a big external deficit 
and, although the Treaty had been ratified by the national 
parliaments by the end of 1957, there was a great deal of un- 
certainty in 1958 about the actual application of the first trade 
concessions scheduled for the beginning of 1959. However, 
France managed to close her inflationary gap in the second 
half of 1958 and she restored her competitive position by 
devaluing at the end of the same year. This enabled her to 
reap the benefits of the rapid increases in productivity which 
had taken place between 1953 and 1957, but whose beneficial 
effects had been masked until 1958 by the inflationary pressure. 
As a result, the first tariff cuts were put into effect on January 
Ist, 1959, without causing the slightest disturbance. 





Pas 


























1 At 1954 exchange rate and 1954 prices. At current prices and exchange rates the 
surplus was $3,100 millions, as against $2,600 millions only in 1958, i.e. in a year of higher 
unemployment. 
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It is doubtful 
whether this would have 
been possible had the 
improvement of France’s 
competitive position hurt 
any other member 
country. But the com- 
petitive position of the 
rest of the Community 
seems to have been 
strongenough to support 
the revival of French 
competition in all mar- 
kets. The vanishing of 
the French deficit thus 
did not bring about any 
| marked deterioration in 
154 % %o| the current balance 
of the other E.E.C. 
countries. The impact, if any, could be exported outside the 
Community to other industrial areas; nothing happened to 
prevent the E.E.C. countries from continuing to expand and 
to increase their trade with each other. 

CONCLUSIONS 

So far so good. The counter-argument looks neat enough 
and at least as plausible as the argument we set out to criti- 
cize. I should, however, be reluctant to conclude without once 
again calling attention to two limitations of this analysis, 
already mentioned at the beginning of the article. 

First, the rather negative conclusion about the effects of 
the Common Market to date is not confirmed by direct experi- 
ence in business. Anybody who has had the opportunity of 
closely watching the rapidly changing mentality of Con- 
tinental industrialists, or to observe the flood of joint ventures 
and capital expenditure which in all cases are justified with 
reference to the Common Market, cannot but be unhappy 
about the apparent air of scepticism in previous sections of the 
article. It would, of course, be easy to argue that the recurring 
references to the Common Market in company reports or 
public speeches do not necessarily prove that the actual deci- 
sions have really been motivated by the establishment of the 
E.E.C., and that the effect of investment decisions taken in 1959 
or 1960 is in any case unlikely to become apparent in published . 
statistics before another couple of years. Yet industrialists 
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seem to be so convinced that something new is emerging in 
Continental Europe that it would be foolish to project into 
the future the time series analyzed in this article without bear- 
ing in mind that the E.E.C. may bring about quite substantial 
changes in trade flows and in growth rates during the ’sixties. 

This is the more relevant as one could not claim to have 
““proven”—even statistically—the validity of the conclusions 
suggested. There remains the eternal doubt raised by the 
ceteris paribus assumption, which in the present case means 
that we are unable to observe what would have happened 
without the establishment of the E.E.C. The “‘autonomous” 
stimuli to growth may have become exhausted by 1958-59, and 
that would have meant an actual slackening in the rate of 
growth but for the new stimulus provided by the opening 
of the Common Market. 

This objection should not be dismissed light-heartedly. 
Even if we believe that it has not applied hitherto, it may well 
become of growing validity in the years ahead. Recently, 
important changes have taken place in some of the growth- 
leading Continental countries. After years of an easy labour 
market, Germany has entered since 1960 into a period of acute 
labour shortages. German labour costs have been rising since 
1959 more rapidly than those of most other European coun- 
tries, and there has also been a rise in German prices. There are 
signs that a similar development is on its way in the Nether- 
lands and in Italy, while it becomes clear that France has for 
some time been losing some of the advantage secured by the 
devaluations in 1957-58. 

If this trend continued, E.E.C. would be likely sooner or 
later to lose at least part of its competitive advantage vis-a-vis 
other industrial areas. While this would be a good thing for 
the sake of international equilibrium, such a development 
would lead the E.E.C. countries into rougher waters. If their 
combined external balance became less favourable, and if 
exports to third countries provided a weaker stimulus to 
expansion, we should soon begin to know whether the opening 
of the Common Market has, or has not, promoted the expected 
transfer of resources and so helped to raise productivity. So 
long as the present boom conditions prevail (combined with 
strong external surpluses), judgement must be suspended. 
It is the next pause or recession which will be the real testing 
time, both for the Common Market’s success and for its 
internal cohesion. 

Alexander Lamfalussy 
Brussels, 
August, 1961. 
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The Farm Business in a 
Changing Agriculture 
By Edgar Thomas 


HE technological revolution which has now reached the 
T farms is changing most things in farming except the 

farms themselves. While examples of joint-stock are not 
unknown, and partnerships are increasing, agriculture is still 
dominated by the small farm and the family business.!' In 
England and Wales today 80 per cent. of the farm holdings are 
still below 100 acres. Although these small farms cover only 
30 per cent. of the farmland, they produce nearly one-half of 
the farming output and they carry more than two-thirds of the 
poultry, over one half of the pigs, nearly a half of the dairy 
cows and even one-fifth of the cereal crops. 

It is often asserted that this means that our farm structure 
is antiquated and badly in need of drastic overhaul. But it 
could equally well mean that the structure is capable of absorb- 
ing technical changes without itself undergoing radical 
alteration in the process. This is the basic assumption of this 
article. It accepts the need for modifications and improvements, 
but assumes that these are possible within the broad pattern of 
our farms and with the family continuing as the normal 
business unit. 


I 

Before dealing with these modifications it will help to 
indicate some of the changes which are already happening, and 
more especially those which point to the shape of things to 
come. 

First, however, it is necessary to reiterate that there has 
been no major change in the numbers or in the sizes of our 
farms since they were first laid out at enclosure. There has been 





1 Ina paper to the Agricultural Economics Society, given since this article was written, 
Mr. Ashton and Mr. Cracknell estimate that, in addition to 315,000 individual family 
businesses, there are also 32,000 partnerships and 7,000 joint-stock companies in farming. 
The figures are based on a scrutiny of the 1959 Ministry of Agriculture Census parish lists 
for England and Wales. 





The author is Professor of Agricultural Economics in the University of Reading. 
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some change certainly: farms on the whole are getting bigger. 
But there is no increase in the number of the very large farms, 
nor are the very large farms getting larger. The trend, if it can 
be so called, is for the numbers of both the very large and the 
very small farms to decrease, and for the medium farms to 
increase. Much the same trend is to be found in other countries 
—in Western Europe, in North America and in Australia. 
The factors which account for this extraordinary stability 
of the operational unit in farming are far from ephemeral. 
Some are political and social factors of a peculiarly stubborn 
kind. Since the war the political factors have been powerfully 
reinforced by the level of support given by the State to agri- 
culture. In particular, prices of farm products have been 
insulated to such an extent as seriously to weaken the effective- 
ness of the price mechanism as a catalyst of change in farming. 
Then there are legal factors which, in an old-established 
country such as this, make it incredibly difficult for most 
farmers either to increase or to decrease the size of their farms 
in a rational manner. The saleable unit is usually a farm. Much 
less frequently is it a plot of land or a field, although accom- 
modation land is often available for renting. Even then the 
chances are that the extra land is not contiguous to the holding 
which the farmer occupies. It follows that the usual thing for a 
farmer who wants more land is either to move to a larger farm 
or to farm more than one holding. It has been estimated, for 
example, that in 1958 some 31,000 holdings were held plurally 
by 13,000 “‘multiple” farmers. But this kind of movement does 
not change the general size-pattern of the farms of the country. 
There are also weighty technical factors which seem to 
indicate that the economies of scale, until recently accepted 
without question in factory trades, do not apply with equal 
force to farming. It could, indeed, be argued that the slow 
rate at which farms change in size is in itself evidence pointing 
to the hypothesis of constant returns to scale. There are many 
reasons for this. In the main they follow from the extensive 
role which land plays in farming and from the preoccupation 
of farmers with biological processes. In particular, the technical 
hazards and the administrative difficulties of remote control in 
the handling of both crops and animals are powerfully limiting 
factors. Whatever the reasons, it is noteworthy that few of the 
really large-scale farming ventures in this country have 
survived their founders. 
Farmers now reap many of the technical benefits of scale 
not by increasing the size of their farms but by increasing the 
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size of their enterprises. By concentrating on one or two lines 
of production, they are managing bigger acreages of crops, 
bigger herds and bigger flocks. Moreover, having fewer enter- 
prises not only makes the farmer more specialized, it also 
simplifies his system of farming. This is a big gain, for today 
only the exceptionally gifted farmer can hope to attain high 
levels of managerial proficiency in more than one or two 
enterprises. 


II 

At the moment mechanization is making the pace in 
agricultural development. But there is evidence, here and 
abroad, that the introduction of machinery is strengthening 
rather than weakening the medium-scale structure of farming. 
Three aspects are worth noting. 

The first followed the replacement of the horse by the 
tractor—a process now practically completed. This replace- 
ment has virtually increased the productive acreage of every 
farm on which it has been carried out. Given that a horse 
consumes the produce of some three acres in a year, the 
replacement of a pair of horses on a 50-acre farm has the same 
effect as increasing its size by no less than 12 per cent. It is 
not always realized how significant this has been in a country 
where six out of every 10 farms are less than 50 acres. 

The second effect is even more significant. It follows the 
replacement of workers by the machine—a process which is 
still going on at the rate of some 15,000 regular male workers a 
year. This process is making farming even more outstandingly 
than before an occupation carried on by “master-men” or 
self-empioying persons. In England and Wales over 60 per cent. 
of the full-time farmers, and in Scotland about 25 per cent., 
now run their farms without any regular help. Even on farms 
with hired helpers the work-team is becoming minimal by any 
standard of comparison. It has been well said that man is 
replacing men on the farm. This is one of the really significant 
trends of the century, and it has prompted one American 
observer to make the penetrating comment that “machine 
agriculture is mechanically progressive but socially con- 
servative.””* 

The third effect follows from the fact that technical 
development, and especially mechanization, feeds on capital. 





1 John M. Brewster in Journal of Farm Economics, XXXII, 1, 1950. 
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This in itself has resulted in a formidable rise in the scale of 
investment on the farm. Moreover, mounting investment 
in technical and mechanical equipment has been further 
swollen by general inflation and by the rising tide of farming 
prosperity. In consequence, the amount of capital per person 
engaged is higher in farming than in many factory enterprises. 
And as compared with his financial status in pre-war days, 
even the small farmer is now quite a sizeable capitalist. 


Ill 

The pressure of mounting investment on family finance 
has one other aspect which is now, for the first time, of general 
importance in this country. It follows from the fact that this 
century has seen well over a third of our farmers changing their 
status from that of tenants to that of occupying owners. Today 
= one-half of the farmers of England and Wales own their 

arms. 

It is well known that the impetus for this revolutionary 
change, especially up to 1939, has come from landlords anxious 
to sell rather than from tenants eager to buy. In other words, 
it is the consequence of the disintegration of the traditional 
system of the large English estate. Hitherto, this estate system 
has been a cornerstone of the financial structure of our farming 
industry. The process of change from estate ownership to farm 
ownership involves a serious drain of existing capital resources. 
It has been estimated, for example, that between 1941 and 1950 
farm land valued at about £140 millions changed hands. This 
can be taken as a rough measure of the capital removed from 
agriculture by the quitting landlords. Some of this loss has, of 
course, been made good in so far as the purchasers of the 
dispersed estates have also been newcomers to the industry. 

But the passing of the estate system is also depriving 
agriculture of some solid advantages which depend upon the 
unitary ownership of large compact tracts of land. It is these 
advantages which give meaning to the term good estate 
management. They include, inter alia, the provision of common 
services, the rational allocation of tenancies, the improvement 
of lay-out and the long-term provision and planning of capital 
investment. 

The estate system is passing at a faster rate than is 
indicated by the reduction in the number of tenants, for, in all 
probability, an increasing proportion of tenant-farmers today 
are tenants of landlords who own one or two farms only. These 
are not tenants of estates in the traditional sense. We do not 
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know how many large private estates still exist, but a recent 
estimate in The Economist suggests that there are not more 
than 2,000 of over 1,000 acres, so that they account for only a 
small proportion of the total farm land. It is remarkable that 
so little is being done about this change. It is true that a few 
landlords have made their estates into companies, a few have 
joined forces to form land-trusts and even a few new private 
estates are being assembled. It is also true that a number of 
public or semi-public bodies are becoming important land- 
lords and together are now responsible for upwards of four 
million acres of farm land. 

In the context of general policy the transition from 
tenancy to ownership is taking place with little interference 
from authority. It is true that State action in the form of 
taxation is responsible for one major cause of the change, and 
State action in setting up the Agricultural Mortgage Corpora- 
tion is helping it on. But apart from this, government action is 
confined to sporadic attempts at buttressing private property 
by various grants and loans. There is no sign of any clear 
policy on the central issue of whether the present drift is to be 
allowed to continue unguided and unchecked. 


IV 

These then are some of the changes which are occurring in 
the general pattern of our farm structure. Apart from the 
increase in Owner-occupiers and, to a lesser extent, the increase 
in one-man farms, they have not so far altered the main 
features of the fabric with which we have been familiar for 
generations. 

I happen to hold the view that we are not likely to see 
any radical alteration in this situation for a very long time 
ahead. Much of my thinking about agricultural policy is 
coloured by this belief. I hold it because I am impressed by the 
complex of factors which help to explain the astonishing 
powers of survival of the small and the medium farm through- 
out the Western world. I also hold it because I am con- 
vinced that it would be a matter of concern if we did not 
continue to have a wide range of farm sizes. And I am with 
those who believe that for a long time to come our farms will 
continue to be financed by individual farmers and not by 
farming corporations. 

This is not to say, however, that there is no case for 
change. On the contrary, the chief requirement in our farm 
structure, as in all social and economic institutions, is that it 
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should provide variety and flexibility. It needs to be con- 
tinually modified and adapted in order to keep abreast of 
advancing technology and a dynamic economic situation. As 
already stated the concern of this article is with such reforms 
as are possible within the present institutional framework. For 
convenience, these can be grouped into three classes: those 
concerned with farm size and lay-out, those concerned with 
tenurial and financial arrangements and those emanating from 
developments outside the farms themselves. 


V 

The static pattern of many of our farms needs to be 
modified at least to the extent of improving lay-out and 
boundaries. Some amalgamation of holdings is also 
undoubtedly called for. I do not believe that any major 
operation will be undertaken: in this country reform is much 
more likely to come about gradually and without fuss. All the 
same, it is surprising why so few farmers, especially those who 
are neighbours and own their farms, do not themselves take 
action in this matter. So much could be done by a sensible and 
quite modest swopping of fields and such like things which 
would result in better working units throughout. 

Admittedly this is a tricky matter and experience so far is 
not encouraging. There is, for example, the disheartening 
episode of the Yetminster Report.’ This report was prepared in 
1952 by the Agricultural Land Commission under Section 87 
of the Agriculture Act, 1947, which makes provision for 
experimental schemes for the readjustment of farm boundaries. 
The report, a model of its kind, made detailed and sensible 
recommendations for improvements in this district of scattered 
holdings. Not only did the owners and the occupiers of the 
district fail to reach agreement, but the report evoked an 
emotional wave of protest from all over the country. No 
action at all has been taken to implement the Commission’s 
eminently practical recommendations. There is little doubt 
that part of the explanation for the failure to do so is to be 
found in the formidable obstacle presented by the existing 
kaleidoscopic ownership pattern. Much the same position was 
dramatically illustrated in the well-known Oxford study of a 
Midland district in 1944, when a straight line running for 
six miles diagonally across the area was found to cut 27 farm 
boundaries and to pass over no fewer than 23 different owner- 
ships. 


1 Agricultural Land Commission, Yetminster Farm Boundary Report, H.M.S.O., 1952. 








23 


Freedom to mancuvre in matters of this kind is, of 
course, one of the merits of the big estate. A change of tenancy 
often presents the landlord who is prepared to exercise his 
entrepreneurial functions with the opportunity for the enlarge- 
ment or amalgamation of farm units with the minimum of 
upset to established farmers and with no legal or financial 
entanglements. Two current schemes of major development of 
this kind, possible only within the framework of the big estate, 
are of interest. One is sponsored by the government and the 
other by a private landlord. Both schemes happen to be in 
Wales, where the small farm problem is acute. But together 
they point to the kind of action which could well be followed 
elsewhere. 

The first is the Glanllyn estate in Merioneth, the first 
estate to be accepted by the government in lieu of death duties. 
Since 1947 it has been managed by the Welsh Land Sub- 
Commission, who have carried out extensive reorganization 
of the farms and their permanent equipment. Rightly or 
wrongly, the government has now decided to sell the estate, 
and it is being offered in the first instance to a consortium 
of tenants in the hope that they will continue to run it as a 
co-operative unit within which good estate management can 
still be practised. 

The second is the Vaynol estate in Caernarvonshire, an 
estate of several hundred holdings of all sizes and shapes. A 
rationalization plan, based on a three-year survey of the 
estate, is now being introduced and will entail drastic amalga- 
mations of the smaller holdings to make more economic farms. 
Its implementation is going to have repercussions on a whole 
rural society. 

Financial assistance to farm amalgamation is now 
established policy in this country. In 1957 the Farm Improve- 
ment Scheme made provision for special grants to meet one- 
third of the legal and other costs incidental to the amalgama- 
tion or absorption of uneconomic into economic farm units. 
So far this incentive to amalgamation has proved to be almost 
a non-starter. 

Sweden seems to have had better success with her active 
government programme of land purchase and re-allocation. 
In Sweden small, uneconomic farms are bought by the State 
as they come on the market and then amalgamated with other 
holdings with financial aid. Sometimes, two or more vacant 
holdings are purchased, amalgamated and re-sold on the open 
market as a larger farm. If public opinion in this country is 
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not yet conditioned to support positive action on the Swedish 
model it might, nevertheless, accept “‘negative’’ legislation 
directed to prohibit the splintering of existing economic farm 
units. There is still a great deal of this kind of thing going on 
up and down the country and farmers themselves are often 
the perpetrators. For example, many a farmer has unwittingly 
maimed his farm on the eve of passing it on to his successor 
by retaining a field or two on which to build himself a 
bungalow and keep some livestock as a hobby in his declining 
years. 

I do not want to exaggerate the extent of uneconomic lay- 
out in this country, for the fact is that, as compared with most 
other countries, the majority of our farms are reasonably 
compact and convenient. The National Farm Survey of 1942 
made an analysis of the standard of lay-out under three broad 
categories—good, fair and bad. The results showed that about 
one-half were then well laid out, a third fairly well laid out 
and one-eighth badly laid out. Nor do I want to give the 
impression that I advocate the wholesale amalgamation of 
small farms. On the contrary, I am one of those who believe 
that the small farm will continue to justify its place in our agri- 
cultural structure. That is why I welcome the Small Farmer 
Scheme as a sensible step towards helping the basically 
economic small farmer to increase his efficiency. 

Many holdings are, of course, too small to be “viable” 
commercial units. But many of these are run by people with 
some additional business or employment. Socially and finan- 
cially these part-time farmers seem likely to survive economic 
pressure at least as well as small farmers in general. There is 
no reason why their numbers should not continue. Indeed, in 
suitable localities, many marginal full-time farmers might well 
be encouraged to join the ranks of the part-timers.’ 

The hard core of the small farm problem is the con- 
centration of small farmers in certain areas of poor soil and 
often remote from sources of alternative or supplementary 
employment. One or two of these intractable areas have 
recently been subjected to close study, that undertaken by the 
Welsh Agricultural Land Sub-Commission in Mid-Wales 
being probably the most thorough.? It may well be that only 





1 The wealthy “hobby farmers” form a different class of part-timers. Though the 
technical standard of their farming is often high, as a class these are the men who, in the 
apt words of the Royal Commission on the Taxation of Profits and Income, lack ‘‘com- 
mercial inspiration”’ in their farming endeavours. 


2 Mid-Wales Investigation Report, H.M.S.O., 1955. 














25 


some limited form of State ownership can adequately cope 
with reorganization on the scale which the report on this 
study shows to be necessary. Incidentally, the whole report is 
an eloquent reminder that the problem is not merely one of 
acres, it is a problem of people and of the social communities 
in which they live. 

The more strictly financial aspects of the process of 
amalgamating farms are high-lighted in a recent rigorous 
attempt to measure results in relation to the costs of attaining 
them in the area of the Midlands mentioned above as having 
been surveyed in 1944. This new study is worthy of mention 
here because the technique used is in itself an important 
contribution towards making “discussions about farm size 


and layout a little less conjectural than they sometimes have 
to be.” 


VI 

The entrenchment of the family business, whether in the 
form of occupying-ownership or in the form of an abundantly 
protected tenancy, is tending to make farming very much of a 
“closed shop.” There is need, therefore, for serious thought to 
be given to problems associated with the transfer of farms as 
going concerns. 

There are over 350,000 farms in England and Wales, but 
it is highly probable (we have no exact knowledge) that less 
than 3 per cent. change hands every year. This cannot be 
regarded as a healthy position. Taken together with the fact 
that about three-quarters of our farmers have succeeded their 
fathers on the same farm, it must mean that it is terribly 
difficult for fresh blood to enter the industry. The situation is 
becoming more serious every year as the pace of technical 
progress quickens and as the supply of aspiring and com- 
petently trained entrepreneurs increases. It is easier to pose 
the problem than to suggest solutions. However, some indica- 
tion of what is possible can be gleaned from what is already 
being attempted, especially in some countries abroad. 

So far as tenant-farmers are concerned it is to be hoped 
that the provisions introduced in 1958 will improve the 
position. Apart from modifying the arbitration procedure on 
rents, the 1958 Act should make it less difficult for landlords 
to replace their inefficient tenants. The Act is designed to 





1 A. H. Maunder and R. N. Dixey: “Planning Again: A Study of Farm Size and 
Layout.’’ The Farm Economist, Vol. 1X, No. 6, 1959. 
{ 
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maintain security for the good tenant and at the same time to 
create more opportunities for new entrants to farming. 

It is possible that we assume too readily that alternatives 
to our cash-renting system of tenancy are inappropriate to our 
conditions. Perhaps it is time we looked again at one or two of 
these alternatives, especially those which have proved their 
worth in other countries. Certain forms of share-tenancy as 
practised in the United States are examples which spring to 
mind. Even the conacre system as practised in Northern 
Ireland has the advantage of flexibility. By combining the 
ownership of the main holding with the renting of extra land 
it also reduces the burden of overheads for the proprietor 
wishing to expand his acreage. All these systems have their 
merits, especially for the young man whose technical com- 
petence and managerial skill far out-class his capital resources. 
Co-partnership schemes of one kind or another are also 
possible. Proposals for junior partnerships, for example, were 
put forward at the Oxford Farming Conference in 1960. There 
are many variants. The Land Settlement Association pro- 
vides yet another pattern which has much to commend it in 
suitable situations. 

I hold no brief for any particular scheme. But I do want 
to urge the need for some creative thinking and for bold, 
imaginative experimenting in this vital sector of structural 
development. 


Vil a 

Given the family basis of the farm business, the problem 
of entry is linked, of course, with the problem of retirement. 
It has been estimated by Professor Raeburn that the control 
of farms in this country extends for an average period of some 
31 years. The main requirement, therefore, is one of having 
some recognized, step-by-step delegation of control to sons 
who, in due course, are to take over from their fathers. Not 
only does this give the son essential experience to which, in 
justice, he is entitled, it also gives the ageing farmer a chance to 
ease-up, even if he does not retire completely. In the United 
States and Canada formal “father and son” agreements clearly 
defining this progressive relationship are on the increase. It has 
been found that agreements of this kind do not weaken family 
ties, they strengthen them and, on occasion, can even be the 
means of saving them from severing. 

Many observers take the view that more vigorous steps 
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should be taken to encourage and even to enforce a more 
rapid rate of exit out of farming, and not only of farmers of 
retiring age. Such a policy, it is argued, would serve a three- 
fold purpose. It would ease the entry of new talent, it would 
speed-up the process of amalgamation and it would lead to a 
reduction in the number of farmers, since we have more 
farmers than we really need on strictly economic grounds. 
Redundancy agreements, involving compensation for loss of 
income and employment, are already accepted in other 
industries—the Lancashire cotton scrapping plan is a well- 
known example. The proposals which have been canvassed for 
agriculture range from the enacting of legislation to enforce 
the removal of marginal farmers and paying them personal 
annuities for the rest of their lives, to more modest proposals 
for the offering of housing grants and supplementary pensions 
as an inducement to earlier retirement. 

Whatever views we may hold about such proposals, it is 
beyond question that one of the few justifications for giving 
support to farmers arises from the need to succour those 
already in farming who suffer personal hardships through no 
fault of their own during periods of change which are in the 
general interest. Certainly the rest of the community should 
help them. But that help must be given in a way that does not 
act as a brake on the change which makes the help necessary. 


Vill 

The two major financial problems facing the family 
business today are the problem of capital accumulation and the 
problem of capital transfer on succession. Both problems have 
been made acute by the inflation of investment and by the 
increase in the number of farmers who now own their farms. 

The issues involved are complex and they make very 
difficult the proper functioning of our credit institutions in so 
far as their business is concerned with farmers. They include, 
inter alia, (a) the exposed position of the “non-corporate” 
business to death duties, (6) the presence of non-farming 
elements in land values, and (c) the distortion of both the rents 
and the prices of land which results from the combined 
influence of artificially high farm product prices on the one 
hand and, on the other, the artificially-induced short supply of 
farms consequent on the security of tenure now afforded by law 
to sitting tenants. It would be inappropriate to discuss these 
issues here. However, two comments need to be made, neither 
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of which has anything to do with the popular demand for 
“cheap” credit for farmers. 

The first is to stress the need for a more active and some- 
what different relationship between the farmer and his bank. 
On the farmer’s side, the need is to make him more investment- 
minded and thereby bring him more in line with businessmen 
in other walks of life. There is already evidence that the new 
accent on business management in the advisory services is 
helping to foster this change of attitude. On the bank’s side, 
the need is for a change of emphasis in judging credit-worthi- 
ness. In my view, too much attention has been given to the 
assessment of collateral security and too little to the appraisal 
of the future earning capacity of both the farmer-borrower 
and his farm. Even in the matter of collateral it would be a 
good thing if both bankers and farmers were to shed their 
prejudices against the use of chattel mortgage and the agri- 
cultural charge introduced in the Agricultural Credits Act of 
1928. The recently-established Agricultural Credit Corpora- 
tion Ltd., sponsored by the National Farmers’ Union and 
working as it does in close association with the National 
Agricultural Advisory Service, has a good opportunity to 
assist in hastening this shift in emphasis. 

The second comment is to suggest the need for a re-exami- 
nation of our credit institutions to see how they can be made a 
more adequate alternative for the landlord as the source of 
long-term capital. The réle of the landlord in supplying long- 
term capital is, of course, one of the chief merits of the estate 
system and it is still true that renting a farm is the cheapest 
way open to the farmer to obtain control over the bulk of his 
capital needs. Perhaps the time has come to look more closely 
at some of the practices followed in other countries where 
owner-occupation hasalways been thechief form of holding land. 

In New Zealand and Denmark, for example, it is normal 
for the farm to be permanently mortgaged. Some 95 per cent. 
of Danish farms are mortgaged and remain mortgaged as a 
sensible business proposition. In this way the Danish farmer 
is able to finance his fixed property by stable, easily-serviced 
loans and he has as free a hand as a tenant in the investment of 
his funds. In short, he regards the regular payment of interest 
in exactly the same way as the tenant farmer regards the pay- 
ment of rent. Not the least merit of this kind of arrangement 
is that it facilitates the buying and selling of farms, since the 
seller is expected to leave a substantial mortgage as part of the 
sale price. 
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IX 

The developments which remain to be mentioned may 
well prove the most compelling of all in their influence on the 
shape of things to come. They are developments concerned 
with ways and means of investing the family business structure 
which we have, and are likely to continue to have, with some 
of the benefits of large-scale organization. In the main they 
take the form of extending division of labour between farming 
and other interests. Many of the developments are, therefore, 
taking place well outside the farm gate. 

First in importance is the servicing of agriculture by a 
State-financed system of research and by an up-to-date 
advisory service freely available to every farmer. This is 
agriculture’s counterpart to the advantages which industry 
enjoys from the big corporation’s expenditure on research and 
on the application of the findings of research to the processes 
of production. There are sound reasons for this difference: 
reasons which range from the heavy costs of research, involving 
as it does all the sciences which impinge on farming, to the 
impossibility of protecting the results of such research under 
patent law. Since agricultural research is carried out by the 
State, it is right and proper that the results should also be 
available to all farmers. 

The second development is the growth of businesses con- 
cerned with supplying farmers with equipment, raw materials 
and services of one kind and another. Today such businesses 
supply farmers with their implements and machines, manures, 
seeds, livestock (in the form of artificial insemination) and 
livestock feed. There are also all kinds of contracting agencies 
prepared to do a variety of jobs for farmers, from harvesting 
their crops to milking their cows. Farmers now spend nearly 
one-half of their gross receipts—roughly £800 millions a year 
or about £50 per farm per week—in payment for these goods 
and services. It may be more than a coincidence that the rise 
in farm output in recent years is roughly equal to the increased 
value of the industrial “inputs” used in farming.’ 

Firms servicing farmers are not limited to those supplying 
farm inputs; equally important are those who are receivers of 
farm products. Here the food processing trades are all import- 
ant, for these trades have taken over many onerous functions 





! J. Anthony Mollett: “‘Britain’s Postwar Agricultural Expansion: Some Economic 
Problems and Relationships Involved.’’ Journal of Farm Economics, XLI, 1, 1959. In so far 
as the post-war emphasis on “‘self-sufficiency”’ on the farm runs counter to this sensible 
division of labour it must be regarded as a highly questionable policy. 
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previously performed by farmers themselves. Moreover, they 
are radically altering the character of the demand for the 
products of the farm—farm products are becoming, to an 
increasing extent, producer goods rather than consumer goods. 
Last year, for example, our farmers sold over £600 millions 
worth of raw materials to other industries. 

As a result of these two trends farmers are now able to 
avail themselves of a great deal of the advantages of large-scale 
production. These two trends, however, have also made the 
farmer more and more vulnerable to the dominating influence 
of one or two sellers in the markets in which he buys and of 
one or two buyers in the markets in which he sells. A classic 
illustration of the former is the fertilizer market. An equally 
impressive example of the second is the milk market, where two 
big buyers now take two-thirds of the total supply. 


X 

In this phase of commercialization which is now in full 
swing, the need to strengthen the bargaining position of an 
industry composed of some 350,000 separate business units is 
self-evident. It is being met by the growth of powerful pressure 
groups like the National Farmers’ Union, by co-operative 
societies and by the various marketing boards and com- 
modity commissions set up under the Agricultural Marketing 
Acts and subsequent legislation. While recognizing the many 
objections to any form of legally-sponsored monopoly, it does 
appear, nevertheless, that the sort of services performed by 
these boards and commissions are those needed for the 
development of the industry. The cartel nature of the marketing 
boards makes them specially suited to the small-scale structure 
of farming, since they interfere very little with the internal 
management of the firms-which constitute their membership. 

There is no reason why these boards and commissions 
should not extend their functions to the extent of servicing 
farmers fairly comprehensively, so far as their special product 
is concerned. For example, the British Sugar Corporation has 
always serviced the growers of sugar-beet in a variety of ways; 
the Milk Marketing Board is responsible for the organization 
of milk recording and artificial insemination; the Fatstock 
Marketing Corporation runs a credit scheme and the Pig 
Industry Development Authority is charged with the over- 
sight of all matters of development in the production, pro- 
cessing and marketing of pigs and pig products. It is also the 
case that many private firms servicing farmers as buyers or as 
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suppliers are giving more and more specialist technical assist- 
ance of a very valuable kind to their customers. 

Altogether, there is a great deal of evidence to support 
the view that there 1s already evolving a sizeable movement for 
the integration of the many interests concerned with the 
growing, processing and marketing of the products of the farm. 
And this movement is taking the form of linking together the 
various interests either contractually or otherwise, to the 
extent that one or more relinquish certain of their decision- 
making powers ina joint endeavour. Much publicity has been 
given to one or two developments of this kind in the United 
States. In the American broiler industry, in particular, the 
trend has gone so far that the poultry farm is already becoming 
a mere feed-converting unit in a big-scale commercial enter- 
prise. This is an extreme example, but it does show the direction 
in which things are moving. 

In the face of such developments farmers will be well 
advised to turn with vigour to co-operative action as a means of 
safeguarding their business sovereignty. New as well as con- 
ventional patterns of organization will be needed: the present 
progress in group activity of the “syndicate” type is a pro- 
mising portent. It may also be necessary to introduce new 
regulations, especially with regard to the control of capital, 
to permit these co-operative groups to enlarge their activities 
in much the same way as the marketing boards are already able 
to do. The active support of the government for action on these 
lines is clearly promised in the 1961 White Paper on the Annual 
Review and Determination of Prices. Here the government 
expresses its intentions to “encourage suitable forms of co- 
operation among farmers” and, as part of the Review settle- 
ment, it proposes to provide funds “to support marketing 
rather than production.” The farmers’ unions have accepted 
the government’s invitation to participate in discussions in the 
hope “‘that it will be possible to introduce the grants as a feature 
of the 1962 Annual Review.” If this hope is fulfilled, it could 
well mean the start of a new and more realistic partnership 
between the State and the farmers. 


* * * 


All the developments mentioned above bring out the 
fact that in the modern world there is a real distinction between 
farming and agriculture. Today farming is still the main sector 
of the agricultural industry, though its relative réle is diminish- 
ing. In addition to the farmers, the industry now embraces all 
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the ancillary firms and individuals whose main job it is to 
service farmers in one way or another. It is agriculture in this 
wider sense which is conditioning the future réle of the farm 
as the business unit. In a sense this means that in this country 
the constraints are more likely to come from changes in the 
“infrastructure” rather than from changes in the structure of 
farming. 

In most other countries reform of the farm structure itself 
is the pressing matter. It features prominently, for example, in 
the programme of the European Economic Community, where 
the European Fund for Structural Improvement in Agriculture 
is to be directed towards attacking the trinity of problems 
which face peasant countries the world over. These are the 
pressure of too many on the land, the proliferation of pigmy 
holdings and the waste of excessive fragmention. The scale of 
the attack which is in mind can be judged by the oft-repeated 
statement that in the Six some eight million people are to be 
encouraged to leave the land. 

We, also, have our problems of too many farmers, too 
small small farms and badly shaped holdings. But with us these 
are relatively minor problems of a much more tractable 
character. Indeed, it has been argued in this article that they 
are blemishes only in an otherwise sound structure. Our Farm 
Improvement Scheme and our Small Farmer Scheme—though 
regarded by some “‘clean-sweep” reformers as both timid and 
arbitrary—are an earnest of our intention to remove them. 

It has also been argued here that getting rid of the excess 
of very small farms, and reforming the rest, is not to attack 
small farms as such. On the contrary, it has been shown that, 
basically, small farms need not be technically or economically 
inefficient. And, like it or not, most of them will endure. After 
all, it is weil to remember that the only two countries in 
Europe which rival us in farming efficiency are both countries 
of small farms. It so happens that the Netherlands, which is 
one of them, is within the Common Market while the other, 
Denmark is, like us, so far outside. 


April, 1961. Edgar Thomas 
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Young People and the 
Pattern of the Economy 





By J. Parry Lewis 


| HERE have been various studies of the effects of the 
TL post-war bulge in the birth-rate, and by now some of 
these have served their purpose. Its impact on junior 
schools is past. In secondary schools, teachers grappling with 
large classes need no statisticians to predict what has already 
come about, while universities have long been planning an 
appropriate expansion. There has not, however, been much 
said about the implications for private industry of this change 
in the age-distribution of the population: the impact of the 
increased number of young people as members of the labour 
force and as consumers of goods and services. It is clear that 
for a few industries this shift in the age-composition of the 
population is a factor of some considerable importance. 

In some ways the post-war bulge in the birth-rate has 
already affected the market. Perambulators, infants’ shoes and 
baby food were in high demand in 1948 and 1949, and more 
recently the sales of toys have risen. As the bulge occurred 
in many countries, export markets have often widened at the 
same time. The potential demand for “‘pop” records is already 
rising rapidly as the babies of 1946-48 enter their second stage 
of rocking. But the really important effects are yet to come: 
for these will be due to the forthcoming increase in available 
juvenile labour and the not far away boom in marriages— 
even though the post-war rise in births, as will be shown later, 
may have somewhat less influence on the total future demand 
for housing than is sometimes supposed. 


I 


Let us first obtain a clear picture of the population trends 
in question. Diagram I overleaf shows the number of male 
births in the United Kingdom yearly since 1930 and the actual 
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number of marriages for those years, with estimates of the 
annual numbers to be expected in the period to 1975. It will 
be seen that in the late ’thirties the highest number of male 
births was 377,000, in 1938. The early war years saw a decline 
from this level but from 1942 onwards there was a continuing 
rise (except for the single year 1945) until in 1947 there were 
over a million births, of which 528,000 were male—the record 
figure to date. Return to more normal times saw a decline in 
the birth-rate and in the early ‘fifties the number of male 
births was running at not much over 400,000 a year, though 
this was still well above the pre-war level. Since then another 
“bulge” seems to have set in, so that in 1959 the number of 
male births exceeded 450,000, a figure surpassed since the 
twenties only in the abnormal years immediately after the 
end of the war. 

The effect of all this on the age-structure of the population 
is brought out in Table I, which shows the changes in the size 
of the four age-groups from 10 to 29 years at five-yearly 
intervals from 1959 to 1979. It will be seen, for example, that 
in 1964 there will be about three-quarters of a million more 
young people aged 15 to 19 than there were in 1959, though 
some 400,000 fewer school children aged 10 to 14. Shifting 
our gaze five years further forward, this means that between 
1964 and 1969 there will be a fall of some 400,000 in the 
numbers in the 15 to 19 age-group, but an increase of about 
three-quarters of a million in those aged 20 to 24, making an 
increase of over 800,000 in this age-bracket compared with 
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1959. By 1979 there will be nearly 700,000 more teenagers 
than in 1959 and over a million more in the 20 to 29 age- 
bracket. In considering the implications of these figures it is 
useful to remember that two out of every three bridegrooms 
are in their ’twenties: about 40 per cent. inthe 21-24 group and 
25 per cent. in their later ’twenties. 


II 

One effect of these changes will be seen in the labour 
supply. In June, 1960, there were just over three-quarters of a 
million 15-year-olds in the United Kingdom. These, of course, 
were the boys and girls born in late 1944 and early 1945. In 
June, 1962, the number of 15-year-olds will be close on a 
million. The following year it will have fallen to 883,000 but 
in 1964 it will still be as high as 824,000. Not all of these 
15-year-olds will immediately come on to the labour market. 
Even 10 years ago, one-third of all children aged 15 were still 
in school, as were nearly a fifth of those aged 16. Since then, 
there has been an increasingly strong tendency to stay on in 
school beyond leaving age. In 1950 only a tenth of all pupils 
were aged 15 or over; by 1960 the proportion was one in six. 
Even so, there remains the fact that in 1962 the number leaving 
school will be well over 100,000 larger than it was in 1960. 
Within the next few years, therefore, the labour market will 


TABLE 1—NUMBERS AGED 10-29 YEARS 
Changes in Five-Year Periods 








(000 omitted) 
Age 1959-64 1964-69 1969-74 1974-79 
10-14 —405 +194 +141. + 62 
15-19 +748 —403 +194 +141 
20-24 + 61 +747 —402 +196 
25-29 + il + 61 +746 —398 

















Numbers in Various Age-Groups compared with 1959 








(000s omitted) 
1964 1969 1974 1979 
10-14 —405 —211 — 70 — 8 
15-19 +748 +345 +539 +680 
20-24 + 61 +808 +406 +602 
25-29 +11 +72 +818 +420 
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find that it has half a million more juvenile workers than it has 
lately been accustomed to having. 

Children leaving school cannot usually afford to work 
away from home, and it is quite probable that in some areas, 
where there is little opportunity for juvenile labour, more 
children will tend to remain in school; but elsewhere they will 
provide a source of cheap, if unskilled, labour. In some indus- 
tries (such as distribution, building, mining and certain manu- 
facturing industries) an increase in the supply of labour of 
this kind could be a useful means of increasing production at 
comparatively little extra cost. 


Ill 

The other side of the picture is the significance of young 
people not as earners but as spenders of the incomes they 
earn. A useful study of this aspect has been made by Dr. 
Mark Abrams‘. He shows that in 1959 teenagers made up 
about a tenth of the population: 2} million boys and 24 
million girls, about 2 million in each case being at work in 
business and industry. The average male teenager was earning 
about £8 a week and the average girl about £6. This would 
imply total yearly earnings of the order of £1,400 millions a 
year. About a quarter of this was handed to their parents for 
board and lodging. Allowing for that, for National Insurance 
contributions, tax payments and savings, it is estimated that 
£830 millions was spent, accounting for slightly more than 
5 per cent. of total consumer expenditure. What is striking, 
however, is the concentration of this spending on particular 
lines, with the effect, for example, that teenagers accounted 
for “at least 25 per cent. of all consumer expenditure on 
bicycles and motor cycles, on records and record players, on 
cosmetics and toilet preparations, and on cinema and other 
entertainments”. They were important also for such things 
as confectionery and soft drinks, clothing and footwear, sports 
goods, magazines and cigarettes. 

Already, as school children, these people are consumers, 
and have exercised their demand on the sales of toys, sports 
equipment, scholastic materials and so on, as well as on 
children’s clothing. Probably no small part of the increased 
fortunes of shoe firms has been due to the speed with which 
the children of the bulge have either worn out their shoes 





P 1 Teenage Consumer Spending in 1959, by Mark Abrams. London Press Exchange Ltd. 
an., 1961. 
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(including their football boots) or grown out of them. Soon, 
however, they will be earning, and both their own and their 
parents’ expenditure patterns are likely to change as a conse- 
quence. The. parents will have more money to spend on things 
they have forgone for several years. As their children start 
to earn, and to contribute to the family purse, one may expect 
a general improvement in the family’s standard of living. 
The purchase of washing machines, refrigerators and better 
television sets will be easier. Probably, too, there will be a 
tendency to spend more on food and clothing, especially of 
the comparatively luxury kind. Conceivably there will be an 
attempt to save some of the increased income, or perhaps to 
purchase a house. 

More easily predicted are the purchases of the school- 
leavers themselves. Sales of clothes may be the first to feel 
the impact, and companies specializing in the manufacture or 
sale of clothes for people in their late teens should do well. 
Sports and casual wear, sweaters, and gaily coloured skirts 
and dresses will probably be more affected than the more 
sober articles of clothing; but, of course, even teenagers wear 
suits. In 1960 almost a tenth of consumers’ expenditure was on 
clothing, and about a sixth of this went on shoes. The school- 
leavers will probably spend a greater part of their income in 
this way, for they are at, or at any rate, approaching, the age 
when the desire to dress well and to Jook smart is normally at 
its highest, while few of them will have any immediate worries 
about having to pay rent, rates or fuel bills, which eat up such 
a large part of total expenditure. Between 1957 and 1960 the 
sales of clothing and footwear shops rose 13 per cent.; provided 
the present affluence continues, there is every reason to expect 
an even faster growth in a few years time. 

For similar reasons one can expect an increase in the 
sales of cosmetics, and here it would be wise to remember the 
growth of male cosmetics, about which the younger male has 
fewer inhibitions than his father. Shaving lotions and talc 
are increasingly used. Razors “‘designed for the younger beard” 
and other accessories made suitably attractive to a young 
person newly able to spend on:his appearance and leisure 
should find an expanding market. 

It is not, however, simply with their appearance that the 
newly affluent teenagers will be concerned. They will be after 
entertainment. For people of this age the cinema has attrac- 
tions that cannot be offered by the television on the hearth 
and this should help to counter the long-standing decline in 
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cinema admissions. Much more certainly we can expect a 
further rise in the demand for gramophone records. As Table 
2 shows, the home market already buys about £12 millions 
worth of records, and the bulk of these are either 45 r.p.m. 
or medium-play 33 r.p.m. These are the records on which 
popular music and short-lived hits are usually recorded, 
although a considerable amount of more serious music also 
appears on them. The rapid expansion of sales of this kind 
of record is already most marked and owes a great deal to the 
purchases of younger people. In the next few years the 
expansion is likely to become even more rapid. The cheaper 
forms of record player, portable wirelesses (particularly of the 
transistor type) and tape recorders would also be expected to 
meet a higher demand. Despite the competition of television, 
home sales of radio sets have risen from 1,300,000 in 1958 to 
1,800,000 in 1960, and a substantial part of this increase is 
evidenced wherever young people congregate. 

Coffee bars providing a youthful atmosphere still have 
their hey-day before them. Motor scooters (of which a large 
proportion are imported) should sell easily. Much of this 
augurs well for hire-purchase companies. As the number of 
students is also increasing, not only because of the bulge but 
because of an increasing tendency to stay on in full-time 
education, sales of advanced text-books and student requisites 
should expand during the next five years or so. 


IV 
Before long, however, this first batch of post-war babies 
will be getting married. It is at this stage that they will make 
their chief impact on the demand for resources, for above all 
else a newly-married couple require a home of their own. It 
is, indeed, through building that new marriages have always 


TABLE 2—GRAMOPHONE RECORDS 

















PRODUCTION SALEs (exclusive of 
purchase tax) 

Total 78 r.p.m. | 45 r.p.m. 33 r.p.m. Total For 

+ medium | excluding Export 

play imedium play 

Million Million Million Million £m. £m. 
1955 59-9 46-3 4-6 9-0 9-1 3-0 
1956 66°5 47°5 6-9 12-1 11-2 3-4 
1957 78-3 51-4 13-2 13-8 14-1 3-6 
1958 71-4 28-3 27°5 15-6 13-8 3-5 
1959 66-8 8-1 43-2 15-4 13-6 3-4 
1960 72°8 3-8 51-8 17-1 15-0 3-2 
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exerted their main influence on the economy—even though 
the level of housing activity, as we shall see, is dependent on 
many other factors than the number of marriages currently 
taking place. 

Obviously, it is a matter of great importance to assess 
the effect of the population trends we are examining upon the 
prospective demand for housing, since building and con- 
struction employs about 14 million people directly, while about 
one-tenth as many again are in brickworks and other industries 
supplying the builders’ raw materials. Much of the effort put 
into steel production, transport and many other activities goes 
to help satisfy the demand for buildings of one kind or another. 
The gross output of the construction industry in 1954 was more 
than £2,000 millions, which was just over double the net 
output. Since then there has been a considerable extension of 
activity, as is shown in Table 3, which indicates the annual 
value of building, measured at 1954 prices throughout. 

The work done by public authorities includes work on 
railways, power supply and so on. If we exclude this, we see 
that the value of house-building far exceeded the value of new 
industrial building, as it almost certainly has always done in 
time of peace. Housing accounts for well over a third of all 
investment in buildings and works, even though the proportion 
has been declining somewhat in recent years. 

If we examine fluctuations in building activity over the 
last century or so, two points are seen to be important. The 
first is that, other things being equal, an exceptionally high 


TABLE 3—CONSTRUCTION (at 1954 prices) 


























1956 1957 1958 1959 1960 
£m. £m. £m. £m. £m. 
New housing: 
For public authorities 341 322 269 258 254 
For private developers 218 218 232 291 _ 347 
Together 559 540 501 549 601 
Other new work: ’ 
For public authorities 348 367 393 442 439 
For private developers: 
Industrial 245 238 229 243 294 
Miscellaneous 143 159 168 189 217 
Repair and maintenance 556 544 549 618 626 
TOTAL 1,851 1,848 1,840 2,041 2,177 








Note: The above figures relate to the value of work done each year in Great Britain. 
The figures from 1959 are given according to the revised Standard Industrial Classification 
1958, and are therefore not directly comparable with earlier years. 
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level of births in any year will be reflected in an increased 
number of marriages about 20 years later. This, in turn, is 
likely to be followed by an increased number of births, 
establishing a long-term wave movement. The second point 
is that building can go ahead only when labour, materials and 
capital are available; if any of these becomes scarce, building 
declines. Until the middle of last century, for example, the 
supply of capital was a dominant influence: building activity 
tended to boom when interest rates were low and to decline 
when they rose. Later, the level of building was more closely 
related to the general prosperity of the country, as indicated 
by prices of ordinary shares. After 1918, on the other hand, 
rent control confused the picture even more than it does 
today. Since 1945 all these factors have remained of signifi- 
cance, but more and more the essential factor behind the 
demand for housing is affluence: fhe demand for new houses, 
as for cars, is closely geared to the level of real incomes. 

Since the war almost four million permanent houses or 
flats have been built in the United Kingdom. Ten years ago, 
however, there were still only just over 12 million dwellings 
for just over 13 million private households—a simple over-all 
deficit of about a million. Today, this over-all deficit has 
virtually disappeared, for the preliminary report of the 1961 
census shows that the number of dwellings fell short of the 
number of households by only 54,000. To be sure, there are 
still shortages in some areas; the new factor is that in other 
areas surpluses have appeared. Indeed, serious shortages 
persist in only two regions: in London and the South-East, 
where the number of households exceeds the number of 
dwellings by a quarter of a million, and in South Wales. 

Experience suggests that one cannot really talk of there 
being enough houses until there are perhaps 1,025 for every 
1,000 households in a particular locality. How closely this 
situation has already been approached in nearly all regions 
other than the two mentioned above is brought out in the 
following table. 


TABLE 4—NUMBER OF DWELLINGS PER 1,000 HOUSEHOLDS 


Region 
Northern 1,022 
East and West Ridings 1,022 
North-Western 1,010 
North-Midland 1,020 
Eastern 1,023 
London and South-East 940 
Southern 1,017 


South-Western 1,013 
Wales 1,005 
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More detailed analysis is still more revealing. Of the 
larger local authorities in the London region, about one in 
three had fewer than 900 dwellings for every 1,000 households. 
In only two (out of 86) areas was the ratio as high as 1,025. 
Elsewhere, however, almost a third of the authorities had 
ratios higher than this, and another quarter had ratios not 
much below it. Clearly, although there may be shortages of 
particular kinds of houses and in particular localities, over 
most of the country further building would be expected soon 
to result in a marked rise in the number of empty houses. 

The question is whether this probability is likely to be 
affected by the increase in the younger strata of the population 
that we have been discussing. 

One important consideration is that in the next few years 
we must expect an actual if slight decline in the number of 
marriages, due to the low birth-rates of 1940 and 1941, before 
any sizeable increase comes along. Indeed, in 1958 and 1959 
the number of marriages had already dropped below the 
400,000 mark, which means that it was smaller than in the 
pre-war years in spite of the intervening rise in the total 
population. Owing to deaths, the total number of married 
couples thus rose by only 90,000 between mid-1958 and mid- 
1959, while the number of widowed persons rose by 30,000. 
Hence the number of houses built in that period was probably 
more than twice as large as the increase in the number of 
households, even if a generous allowance is made for an 
increase in the number of single people living alone. Yet not 
until 1966, at the earliest, can we expect any appreciable rise 
in the number of marriages. Even by 1970, as shown by 
Diagram I, it seems likely that the number of marriages will 
not exceed 450,000. That is an increase of only about 50,000 
on the current level, and the figure seems likely to remain 
stable at around the 450,000 mark for some years thereafter. 

This means that at the most the marriage boom can give 
some fillip to house-building in five or six years’ time; but 
standing by itself it could not justify anything like the present 
level of activity. New towns, slum clearance and housing of 
migrants from other towns will augment the total, but it 
seems pretty clear that in some parts of the country fewer new 
houses will be needed. 

There is little doubt that if the housing market were left 
to itself then in two or three years’ time at the outside we could 
expect to see a considerable drop in building activity almost 
everywhere outside London. For the future, a great deal 
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therefore depends on the policies adopted in respect of 
demolitions and slum clearance, which at present certainly 
do not amount to anything like 150,000 houses a year. 

It is true that there are perhaps three-quarters of a million 
houses that have been declared unfit for human habitation, 
largely in the Midlands and the North, while in addition 
there are probably several hundred thousand houses lacking 
in amenities of one kind or another. Whether our national 
circumstances make this an opportune moment for an all-out 
attack on this problem is arguable. Under present conditions 
one has to realize that new houses add little to the productive 
capacity of the nation, for very few of the houses built since 
1950 have been needed to ensure that a particular industry 
has an adequate labour force. Much of the demand has sprung 
from a desire for a better, a bigger or a more impressive house: 
These are not motives to be condemned, but the outcome is 
that money and labour goes into house-building which might 
otherwise have been adding to our ability to produce and to 
export. It can be argued that the present high level of building 
is a major contributor to our balance of payments problem. 
In any event, the rise in interest rates is likely now, as in the 
past, to damp down demand—the classic effect of a scarcity 
of capital (due at least in part to the level of building) and 
coinciding with an increasing amount of empty property. 

To sum up, it would seem that, so far as the future of 
house-building is concerned, the impact of the birth-rate bulge 
is heavily overshadowed by such other factors as the level 
of interest rates and the possible impact of political decisions. 
In some other fields, on the other hand, the effects of the 
change in the age-structure of the population will be important 
and are often predictable with reasonable accuracy. For the 
next five years or so, “Invest in Youth” will be a good maxim 
against which to weigh investment advice. 


Manchester, J. Parry Lewis 
July, 1961. 
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The recent census has shown that the porenen of England and Wales increased from 

43-8 m. to 46-1 m. between 1951 and 1961, a rise of just over 5 per cent. In the 

Eastern Region the rise was 21 per cent. (39 per cent. since 1939); in London and the 
South East, in contrast, population grew less than 2 per cent. 
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After Korea the prices of primary products relapsed and have on the whole continued 
to decline, while those of manufactures have been rising: in other words, there has 
been a marked shift in the terms of trade in favour of industrial countries. 
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a joe 1959 the average cost of railway travel to the public rose much less than 
in general over the post-war years, but has since risen steeply while other 
remained comparatively stable. 
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Current, Deposit and Other Accounts 
£1,299 millions 


KLARKEEKKEEETKEKEKKKEEKKKEKKRKRTRREKERE 


Issued Capital and Reserves 
£67 millions 


* 


The Bank has 1,880 offices throughout 
England and Wales (including 32 branches 
of the Executor & Trustee Department) 


with a staff of nearly 22,000. 
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LLOYDS BANK (FOREIGN) LIMITED 
Chairman: 
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